ABSTRACT. Regionalism in South Asia
INTRODUCTION
South Asia is known as one of the least integrated region in the world. Its major export destinations and import sources locate outside the region which comprise of developed countries and fast growing economies in East Asia. United State of America, United Arab Emirates and China are three main export destinations of South Asia while China, United Arab Emirates and Saudi Arabia are the three main import sources. However, South Asia occupies relatively a minor position in world trade. The region as a whole supplies only about 2 percent of world exports and contributes to 3 percent of world imports. South Asia's intra-regional trade remains less than 5 percent of its total trade (UN COMTRADE, 2012).
As in many other countries, South Asia also has been focusing on various trade arrangements since mid 1990s to secure and strengthen its trade relations. There was upsurge in formation of such agreements more recently. As the first intervention, many South Asian members entered into the World Trade Organization (WTO) in mid 1990s. Accordingly, Bangladesh, India, Maldives, Pakistan and Sri Lanka entered in 1995, Nepal entered in 2004 and Afghanistan and Bhutan are under negotiations currently. Thereafter, the members focused on establishing Regional Trading Agreements (RTAs) to enhance its trade. The first RTA of South Asia was South Asian Preferential Trade Agreement (SAPTA) and came into effect in 1995. South Asian member states moved to Bilateral Trade Agreements (BTA) in spite of SAPTA. At very first stages, South Asian countries entered to BTAs with regional members and later they formed BTAs with non-member states as well. At present, there are 14 BTAs and 2 RTAs are in-force in South Asia and it is notable that India is one party in 11 of BTAs (WTO database). Annex 1 Table 1 shows the evolution of different RTAs and BTAs in South Asia. and Annex 3 depicts noodle ball situation of trade in South Asia due to this increased interest in various trade agreements.
The above phenomena raises important question of whether intra or extra regional trade is more beneficial for South Asian countries. This will be helpful for policy makers in South Asia for future trade negotiations.
In history, trade agreements were more or less limited to geographical scope in the form of colonial influences or bilateral commercial treaties. Provision of GATT agreement in 1947 was the foundation for an expanding multilateral trade system and it was the basis for modern WTO agreement. However, GATT did not diminish the attraction towards different bilateral and regional trade relations. In the mid-nineteenth century, the first major phase of regionalism recorded with creation of European Union (EU). It has been at the center of successive wave of regionalism and later on North America and Asia have also joined with that trading system. Similarly, many developing countries in Africa, Caribbean, Central and South America followed that regional trading system (WTO, 2011) .
RTAs provide opportunity for group of countries to negotiate rules and commitments to strengthen their trade relations. However, recently, many countries have focused on various BTAs as well to strengthen their country's trade. The effects of such trade arrangements have been assessed using various techniques and among them gravity model of international trade has been widely used.
Tinbergen (1962) provided initial specification for the gravity model which uses to analyze determinants of trade flows. Aitken (1973) applied this approach to analyze the effects of Preferential Trade Agreements (PTAs) on trade flows of its member countries. It introduced a variable which take the value of one if two trading partners are members of a PTA and zero otherwise. The positive and statistically significant coefficient of the model indicated that PTA increases trade at significant level within its member states. Muhammad and Yucer (2010) analyzed trade creation and diversion effects of RTAs using a gravity estimation. Trade creation occurs when introduction of a RTA allows supply from a more efficient producer of the product and trade diversion occurs when RTA divert trade away from more efficient supplier outside the region, towards a supplier within the region. The study had used six RTA dummy variables covering 30 countries and results evidenced for greater trade creation from RTAs except North American Free Trade Agreement (NAFTA). NAFTA and Southern Common Market (MERCOSUR) were shown significant trade diversion effect. Bayoumi and Eichengreen (1997) assessed the impacts of regionalism on Europian trade using a gravity model. The results were shown that the formation of Europe Economic Community (EEC) and European Free Trade Association (EFTA) had significant impact on Europe's trade and EFTA is heavily trade creating. EEC promoted intra-bloc trade through combination of both trade creation and trade diversion. EEC increased trade between its members at significant level but reduced trade with rest of the world significantly. Korinek and Melatos (2009) analyzed the effects of three RTAs (i) ASEAN Free Trade Agreement (AFTA) (ii) Common Market for Eastern and South Africa (COMESA) and (iii) MERCOSUR on agricultural trade using a gravity model. The results suggest that AFTA, COMESA and MERCOSUR have increased trade in agricultural products between its member countries significantly and the agreements were net trade creating. The depth of integration within the agreement is important in determining the extent to which it is trade creating. Trade cost remains as important determinant of agriculture trade flows of those member states. Furthermore, historical trade pattern and traditional economic ties are also important determinants of trade flows. It also highlights the fact that RTA creates free trade among member countries, but it does not guarantee welfare improvements either for members and non-members. Clarete et al. (2002) also did similar econometric study for Asia using panel data for the period 1980 to 2000. The results indicated that conventional gravity variables, i.e., size of economies, distance, geographical area and sharing a common border, were statistically significant at 0.05 probability level. Distance between the two countries was the most important basic determinant of trade flows in Asia. The analysis proved that trade agreements of Economic Cooperation Organization (ECO), EFTA, MERCOSUR, SAPTA and South Pacific Regional Trade and Economic Cooperation Agreement (SPARTECA) generate strong positive intra bloc trade effects and it led member states to divert their trade towards its regional members. Asia-Pacific Economic Cooperation (APEC) creates statistically significant trade flows among its members as well as rest of the world. However, EU showed negative and statistically significant results on its intra-bloc trade for the years of 1980 and 1985 and insignificant results for both 1995 and 2000. Estimates of AFTA and NAFTA did not show significant effects on intra bloc trade but reduced trade with both members and rest of the world. Clarete et al. (2002) suggest that APEC, ECO and MERCOSUR appeared to be having the greatest impacts on intra bloc trade and AFTA and NAFTA have reduced trade with their members during the study period.
The general objective of the study was to assess the various forms of regional trading agreements on bilateral trade of South Asia. The specific objectives are: It hypothesizes larger country pair trade more but countries that far away from each other trade less due to high transport cost (Shepherd, 2012) . The intuitive gravity model also typically includes indication of common language and culture, historical ties to explain trade pattern (Kowalski and Shepherd, 2006) . Later literature evidenced for addition of dummy variables to capture the effects of RTAs on trade flows.
This study assesses the effects of WTO, RTAs and BTAs using institutive gravity model following Aitken (1973) , Bayoumi and Eichengreen (1997) , and Clarete et al. (2002) . Log of export value was treated as the dependent variable and conventional gravity variables such as size of economies, distance between two trading partners, dummy variable for colonial ties, sharing common language and policy variables of membership in WTO, RTAs and BTAs were considered as the determinants of value of exports.
Dummy variables for importer and exporter country fixed effects were included to account all possible cultural, historical and other factors that influence on trade. Two gravity models were specified as follows:
Where, 
Where, SAFTA, EU, ASEAN, BIMSTEC and NAFTA dummy variables were treated as different RTAs which take the value of one if two trading partners are members in the same RTA, and zero otherwise.
BTA 1 = BTA between two regional members: BTA1=1 when presence of BTA between two South Asian members and zero otherwise BTA 2 = BTA between a South Asian member and a non member: BTA2=1 when presence of BTA between South Asian member and a country not in South Asia, and zero otherwise BTA 3 = BTA between two regional non members: BTA3=1 when presence of BTA between two non South Asian members and zero otherwise
Cross sectional data covering 2555 bilateral trade for the year 2012 were used for the estimation and the data were extracted from the gravity databases of Asia Pacific Research and Training Network, the World Bank and WTO database. The models were estimated using Ordinary Least Squares. Hetero-scedasticity issue was corrected using robust standard error correction method. Multi-colinearity among variables was analyzed using Variance Inflation Factor (VIF) estimation.
GDP variables were not used in fixed effects estimations due to the assumption that variables which vary in the same dimension as fixed effects cannot be included in fixed effects model.
RESULTS AND DISCUSSION

Descriptive statistics of sample
Out of 2555 country pairs, 80.3 percent represents trade flows between two WTO members, 20 percent represents bilateral trade between two members in same RTA and 8.3 percent symbolizes trade flows between two parties of any type of BTA. Bilateral trade between members in European Union accounts 9.4 percent of total observations, while ASEAN, NAFTA, SAFTA and BIMSTEC records 1.5, 0.2, 0.6 and 0.5 percentages respectively.
As indicated earlier, two sets of estimation were proceeded to estimate the effects of WTO, RTA and BTA on both world exports and South Asian exports. The purpose of proceeding two sets of estimation is to analyze the determinants of trade flows of South Asia, in comparison with determinants of world exports. A sample of South Asian exports was driven from the primary sample of world exports. It includes bilateral trade flows of South Asian countries with both regional members and non members. South Asian exports sample accounts 16.9 percent of observations in the world export sample. Table 1 shows the descriptive statistics on size of economies, value of exports and geographical distance. 
Effects of WTO, RTA and BTA on trade flows
As mentioned earlier, two sets of gravity model estimations were done to assess the effects of both multilateral and regional trading agreements on world exports as well as South Asian exports. Each analysis was done with and without fixed effects. The V.I.F. analysis was done to examine the correlation among the variables used in gravity model estimation. It shows how much the variance of the coefficient estimated is being inflated due to multicolinearity 2 . As a rule of thumb, if V.I.F. values greater than 10, there might be multicolinearity issue. Annex 2 Table 1 shows the V.I.F. values for the variables used in econometric estimations. Accordingly, WTO and common colony variables are omitted in fixed effect estimations due to high multi-colinearity.
Given F-statistics for overall significance of the model, all estimations are significant at 0.001 probability levels. As per the results of econometric estimation, size of the economies in two trading partners is positive and significant determinant of world exports as well as South Asia. Geographical distance has negative and significant effects on bilateral trade in both cases. It is noteworthy that the R-square values of fixed effects estimations are greater than the R-square values of estimations without fixed effects. Thus model with fixed effect estimation is treated as the accepted model estimation for this study. Table 2 shows results of the Estimation of Gravity Model depicting the Effects of WTO, RTA and BTA on Bilateral Trade Flows.
In the results of fixed effect estimations, model for world exports records 0.84 R-square value while for South Asian exports model it is 0.86. Among the conventional gravity variables, geographical distance, sharing of common language, common colony are significant in world exports model at 0.001 probability level whereas only the geographical distance is significant in South Asian exports. The memberships in RTA and BTA are significant determinants of world exports while it does not create any significant effects on South Asian exports at aggregate level. Memberships in WTO is also a positive determinant of world exports as well as South Asia in without fixed effect estimation, but it was omitted in fixed effect model due to the multi-colinearity issue. Geographical distance negatively affects on value of exports both in world as a whole and South Asia. One percent increase in distance between two trading partners decreases world exports by 1.30 percent and for South Asian exports it is by 1.04 percent. It is the only determinant of trade flows in South Asia according to the estimated results. The sharing common official language and common colony increase value of world exports significantly. Trade between two countries with same official language increase value of world exports by 4178 US$ 3 with compared to the situation of existing different official languages between two countries. Being trading partners with same colonial influence increases world exports by 4931 US$ in comparison with trading partners with different colonial powers.
Memberships in RTA and BTA also increase world exports at significant level. The RTAs increase value of world exports by 1954 US$ while in case of a BTA it is 6053 US$. It is notable that membership in BTA increases value of exports, greater than the value when there is membership in RTA. That value is also larger than the increased value of world exports due to other significant determinants of trade. Thus it can be concluded that BTA is the most important determinant of value of exports in world, according to the results of the study.
Effects of different types of RTAs and BTAs on trade flows
Given the F-statistics of overall significance of the model, estimated model is significant at 0.001 probability level with 0.84 R-squared values. Similarly the previous estimation results, geographical distance, sharing of common language and colonial ties show significant effects on value of world exports at 0.001 probability level. Accordingly, this estimation also evidences that one percent increase in distance between two trading partners decreases the value of world exports by 1.4 percent which is closer to the previous estimated result of 1.3 percent. Country pairs sharing with common official language and common colony increases value of exports by 4207 US$ and 4275 US$ respectively.
Considering the effects of different RTAs used in the estimation, only EU create significant effects on trade flows while SAFTA, ASEAN, BIMSTEC and NAFTA do not create any significant effects. The negative and significant coefficient of EU suggest that regionalization through the formation European Union was not good for its member countries in 2012. According to the results of the estimation, the membership in EU decreases value of exports in world by 3083 US$. Europe was faced with a financial crisis during recent past and because of that many financial institutions in Europe zone were undercapitalized. As a result, economic growth of Europe declined and it unequally distributed across its member states (Dabrowski, 2010) . In such a situation regionalization generate negative and significant effects on trade. However European countries made positive and statistically significant effects on value of world exports individually (See Annex 2 Table 2 ). Achieving negative and significant coefficient for intra bloc trade and positive and significant coefficients for its overall trade demonstrates, though intra regional trade was disadvantages for European members during the period of study, continuing its overall trade with both intra and extra bloc countries increase its trade at significant level. Clarete et al. (2002) showed similar results for EU and indicated that intra-bloc exports of EU were negative and significant for the years of 1980 as well as 1985, and for 1990 it was negative in sign but not significant. During 1995 and 2000 it was positive in sign but not significant too. However the overall exports and imports of European members were significant, across all the above mentioned years with positive sign.
Following the same results of Clarete et al. (2002) , NAFTA shows positive effects on its intra-bloc trade, but it is not significant. ASEAN is the same and BIMSTEC shows negative effects on value of exports, but it is also not significant. SAFTA is not a significant determinant of world exports, indicating that the failures in achieving its regional trade expectations.
All three types of BTAs; between two South Asian members, between a South Asian member and a country not in South Asia and between two regional non members, are positive and significant determinants of bilateral trade in world. BTAs within South Asian region are statistically significant at 0.05 probability level and it increases world exports by 20701 US$, compared to the situation of none existence of a BTA between two countries. The BTAs between a regional member and a non member increase world exports by 3647 US$ and it is also statistically significant at 0.05 probability level. Existence of BTAs between two regional non members, increase world exports by 5370 US$ at significant level. It is noteworthy that though South Asia failed to achieve its trade expectations through SAFTA, it is capable in expanding regional trade through formation of BTAs with both regional members and non members. Furthermore, BTAs within South Asian region increase value of exports than the value, when there is a BTA with a non member.
Overall results of the analysis suggest that BTAs have mix effects on South Asian trade. They show insignificant results at aggregate level but when it considers BTAs separately, they show positive and significant results. However the study has proven that, among RTAs and both intra and extra-bloc BTAs, the BTA arrangements within the region is the best policy option for South Asia to enhance its regional trade at greater extend.
CONCLUSIONS
Size of the economies, sharing common official language and colonial ties are positive and significant determinants of value of exports in world as well as in South Asia. Distance has negative and significant effects. RTAs and BTAs as a whole have positive and significant effects on world exports but not on South Asian exports. Among different RTAs used in the study, only EU has significant effects on exports while SAFTA, ASEAN, BIMSTEC and NAFTA unable to create any significant effects on it. However EU negatively affected on its intra-bloc exports during the period of study. Since this has done for the year 2012, European financial crisis may cause for such a negative results. Along with different types of BTAs, entering of BTAs with both regional members and non members create positive and significant effects on South Asian exports. It is notable that value of increase in exports due to the BTAs within South Asian region is greater than the values of BTAs with extra bloc economies.
Though SAFTA failed to create significant increase in regional trade of South Asia, BTAs within the region enhance its trade at significant level. Thus the study evidences for proliferations of BTAs within the region are advantage for South Asia as it enhances regional trade at greater extent. The agreement is committed to promote reciprocal trade and evasion of trade barriers between two countries. It also strengthens the friendship between two parties and encourages expansion and diversification of trade between them. It eliminates import custom duties on products from both countries under the categories of; (i) Category I: Tariff will be eliminated in four stages as by 25%, 50%, 75% and 100% respectively, (ii) Category II: Tariff will be reduced to below 5% in five years, (iii) Category III: Tariff will be reduced to 50% by five years, (iv) Category IV: import duties will be reduced to 20% by five years and (v) Category V: no concessions. It liberalizes and facilitates trade in goods and services and expands investment between two countries. Concessions through the agreement are subjected to following product categories;(i) E-0: Dutyfree, (ii) E-5: Tariff will be removed in five equal annual stages, (iii) E-8: Tariff will be removed in 8 equal annual stages, (iv) RED: Tariff will be reduced to 1% to 5% from the base rate in 8 equal annual stages, (v) SEN: Tariff will be reduced by 50% in ten equal annual stages for India, and for Korea, it is by 50% in 8 equal annual stages (vi 
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ANNEX 02
This section consists with the addition table related to gravity model estimation. Following table shows the effects on individual countries if it controls the multilateral resistance of country pairs by using exporter and importer fixed effects in the model. 
